ABSTRACT
INTRODUCTION
Adherents of the efficient market hypothesis argue that an investor will not outperform the market constantly, because stock prices reflect all the relevant information, hence stock prices are always at a reasonable price. An investor cannot consistently buy stocks very cheaply and sell them at a profit. To prove this, Malkiel (2007) suggested that most investors never won continuously over the long term. He claimed that no one (or nothing) knows the future, including the past data.
However, Graham (2009) and Lynch (1989) rejected this argument and stated that there are opportunities when the securities market is not fully efficient, hence investors may gain higher returns on a number of stocks that meet their criteria. Graham and Lynch have experience of the chances offered by market inefficiencies. Benjamin Graham is known as the father of value investing. His student, Warren Buffett, became one of the richest people in the world by implementing Graham's principles. Whilst Peter Lynch, during his tenure as the manager of the Magellan Fund, doubled the S&P market index consistently between 1977 and 1990 and made the fund the best performing mutual fund in the world. Later, Lynch was named the greatest mutual fund manager of all-time.
After revealing their secrets in books, Graham and Lynch are now called the most influential "gurus" in the United States, especially in the field of fundamental analysis. Although more complex than technical analysis, fundamental analysis is very advantageous because it can be used not only to buy stocks, but also to buy private or public companies. The gurus believe that the fundamental analysis based criteria for screening stocks can help
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Many tests have been conducted to test the accuracy of Graham's criteria in the United
States (Oppenheimer, 1984) and other countries, such as South Africa (Klerck &Maritz, 1997) and India (Singh & Kaur, 2014) . In the meantime, Lynch's criteria have not been widely tested other than in the United States (Thorp, 2015) . However, the author has not found any evidence of either Lynch's or Graham' s principles being tested on the Indonesian Stock Exchange (IDX). The author hopes that this article will enrich the literature in this area, especially with the updated data, but also offer confidence to investors, so they continue investing their funds in companies in Indonesia and contribute to Indonesia's economic growth.
Literature Review
Like Oppenheimer (1984: 69) , the author used Graham's criteria as described in Table 1 below.
The above criteria are not used simultaneously because very rarely (if ever) do stocks meet all the criteria (Klerck& Maritz, 1997; Singh&Kaur, 2014) . In the Burkenroad Reports, if a stock has fulfilled half of the list of Graham's criteria, then the stock analysts buy the stock (Kartikasari, 2013) . Oppenheimer (1984) used only four of the Ben Graham criteria above, namely (1), (3), (6), and (9). He stated that Graham's stocks must meet at least two criteria, consisting of the criteria of "returns" i.e. criteria (1) to (5), and the criteria of "risk" which is criteria (6) to (10). Klerck and Maritz (1997) used three of Graham's criteria, namely (1), (3), and (6). Following Klerck and Maritz (1997) , the author also used three criteria, which were Graham's criteria numbers (1), (3), and (6) because of these criteria's simplicity to follow and the availability of the data needed to test these criteria.
Lynch's general criteria as he mentioned in his book "One up on Wall Street" (Lynch, 1989) are: a) Market capitalization of less than 5 billion dollars. Lynch (1989: 67) argues that big companies have small moves, he favors small cap companies. He does not mention how big a small company is, but almost all investors will agree that it is those whose market capitalization is under US$2 billion. Because Lynch is less restricted about market cap, this research uses $5 billion.
b) The Price/Earnings to Growth ratio (PEG) below 1. c) Earnings growth of 15-30 percent. Lynch's favorites are the ones in the 20 to 25 percent range. (1) An earnings-to-price yield of at least twice the AAA bond yield.
(2) A Price-Earnings (P/E) ratio of less than 40 percent of the highest price-earnings ratio the stock had over the past five years. (3) A dividend yield of at least two-thirds the AAA bond yield.
(4) Stock price below two-thirds of the tangible book value per share.
(5) Stock price below two-thirds of "net current asset value".
(6) Total debt less than the book value.
(7) Current ratio is greater than two.
(8) Total debt less than twice "the current net asset value".
(9) Earnings growth at 7 percent annual (compound) rate, over at least the previous 10 years.
(10) Stability of the growth of earnings, in that no more than two declines of 5 percent or more in year-end earnings, in the previous 10 years, are permissible.
Source: Blustein (1977: 43-45) 
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e) The institutional ownership around 5-65 percent. The lower the better.
This article uses only the criteria of (a) and (d) because of data availability reasons. Thorp (2015) used a slightly modified Lynch's criteria. For example, for criteria (b) he used a PEG of below 0.5 instead of 1. The Burkenroad Reports also modified Graham's criteria although it still held to the general formula (Kartikasari, 2013) . Graham (2009) formulated that if a stock's price has doubled, or a stock has been held for two years, then it should be looked over according to his criteria, to see whether it should be sold or kept. Lynch (1989) does not mention in detail when to sell a stock, but he states that when the difference of the dividend yield and the risk free rate are less than 6 percent, an investor should sell the stock and buy bonds. Especially for cyclical stocks like housing, automobiles, and paper, he suggests to buy when the P/E is low and sell when the P/E is high.In this article, in order to be able to compare the performance of Graham's and Lynch's portfolios, the author assumes that an investor is holding the portfolios for two years.
Research Methods
The data were taken from the financial statements and historical stock prices of all the companies listed on the Indonesian Stock Exchange (IDX, 2015) access to which was granted by the Indonesian Capital Market Electronic Library (iCaMEL). To improve the quality of the data, the author compared the obtained data with the data of Yahoo!Finance and Phillip's On-line Electronic Mart System (POEMS). If there were differences in the data, the author confirmed them using the financial data published on the website of each company.
The financial statements of the first quarter (Q1), by the end of March 2010 and 2012, as well as the closing price data, were used to calculate the dividend yield, market capitalization, and P/E ratio as part of the stock selection process. Market cap calculations included BI's middle rate (BI, 2015a) . The adjusted closing price, which takes into account the stock split and dividends from the end of June 2010 until June 2014 was used to calculate the performance of the portfolios. The author considered the three months from March to June as a reasonable time period for the investors to gather their data and decide on the shares to purchase.
The author used the Bank Indonesia (BI) rate at the end of March 2010 and 2012 to replace the AAA bond rate (BI, 2015b) . This implementation was in accordance with common practices in the Burkenroad Reports that used the 10-year Treasury Bill (Kartikasari et al., 2012) or RSAlong term gilts rates (Klerck& Maritz, 1997) .The author made a portfolio from a combination of equally weighted stocks that meet Graham's or Lynch's criteria. The returns of the portfolio were calculated using the following formula (Ross et al., 2012 ):
where P 0 was the value of the portfolio at the start of the study period, P 1 was the value of the portfolio at the end of the study period, and D was the dividend. All the returns were calculated excluding transaction costs and taxes.
The author used the following formula to calculate the risk-adjusted returns, or the excess returns, or the abnormal returns, using the monthly mean returns for 24 months, using the formula of Jensen (1968) : (2) which is derived from the general formula of Jensen (1968) :
where: α p = the monthly abnormal/excess returns of the portfolio R pt = the monthly t (t=1,...,24) returns earned by a portfolio of screened stocks R ft = the rate of return on a risk free security (BI rate) β p = cov (R pt , R mt )/σ 2 (R mt ), or the portfolio's risk relative to the market portfolio or a premium for accepting the risk R mt = the rate of returns on the market portfolio; e pt = a random error
The author uses a simple regression analysis to determine whether α p and β p are significant by using a t-test. If any of them are significant, the author concludes that after considering the associated risks, the portfolio returns are significantly different to the market returns.
Additionally, to confirm the performance of the portfolios, the author uses Sharpe's ratio (Sharpe, 1966) . This is used because not only has it become an industry standard for calculating risk-adjusted returns, but it also includes a volatility component that is crucial in assessing the performance of a portfolio. Although it can be inaccurate when applied to portfolios that do not have a normal distribution of returns, it is easy and simple to apply the following formula (Sharpe, 1966) :
where R pt is the annualized monthly returns earned by a portfolio of screened stocks, R f is the rate of return on a risk-free security (the BI rate), SD is the annualized standard deviation of the portfolio.
Results and Discussions
Out of the 385 stocks, the number of stocks that passed Graham's and Lynch's criteria, in addition to their characteristics, are shown in Table 2 below. Table 2 shows that more than 96 percent or 372 out of the 385 stocks pass Lynch's criteria (a). Only two stocks in 2010 and 13 stocks in 2012 pass all three of Graham's criteria of (1), (3), and (6). The more criteria used, the less stocks meet the criteria.
Those that met the three criteria of Graham are stocks with high earnings-to-price ratios and relatively low debt-to-equity ratios. While those that met both of Lynch's criteria are stocks with relatively high market cap, low earnings-to-price ratios and relatively low debt-to-equity ratios. Further characteristics of the selected stocks are described in the Appendix.
The average stocks purchased in 2010 and sold in the next two years increased by 145 percent while those purchased in 2012 increased by 160 percent. During 2010-2012, the combined criteria (1) and (6) screened the highest average returns among all the criteria. Meanwhile, during 2012-2014, the criterion (6) that screened total debts gave the best average returns. Only criterion (6) gave better average returns and higher portfolio returns than the average stock returns and total portfolio returns consistently from 2010 to 2014. Especially for the portfolio returns, only criterion (1) or criterion (6) gave better portfolio returns than the total portfolio. No combined criteria of Graham provided better portfolio returns than the total portfolio returns did consistently over the duration of the study. Lynch's criterion (a) gives a better average return than the average return of all the stocks, and does so fairly consistently throughout the study period. This finding is consistent with Lynch's prediction that the shares of small companies that are less noticed by the institutional investors, and tend to provide better returns than large companies. Although the average returns of the small caps are better than the average returns of all the stocks, the portfolio returns of criterion (a) are not constantly higher than the total portfolio returns. The portfolio returns of stocks that met criterion (d) and the combined criteria (a) and (d) show a consistently better performance over the duration of the study.
The above returns cannot be compared directly with the IDX Composite (IHSG) because of differences in the calculations' methods. IHSG's calculations take into account the number of shares outstanding, while this study assumes an equal number of shares in the portfolio. In addition, the average returns above are taken from the average returns of each stock without considering the scale of the stock price's differences. Just for readers' reference, the IHSG at the end of June 2010 was 2,913.68; in 2012 it was 3,955.58; and by June 2014 was 4,878.58. Thus, the IHSG had gone up by 35.76 percent during 2010 to 2012 and 23.33 percent during 2012 to 2014.
When using the IHSG as a reference, the portfolio returns appear to have higher returns than the IHSG's returns. Using the IHSG as a benchmark is reasonable because Oppenheimer (1984) also used the Center for Research in Security Prices (CRSP) index which represents nearly all of the shares in the United States, as the IHSG does in Indonesia. Therefore, to measure the performance of the portfolio, the author examines whether the portfolio returns remain significantly positive, taking into account the associated risks. According to Jensen (1968) , the performance of a portfolio can be seen from the alpha (α) value, using a regression analysis. If a portfolio has a significant positive α, it means it has a positive abnormal return. Before carrying out the regression analysis seeking for α's value, the author tested the classical assumptions of the data. The results of the classical assumptions test are as follows in Table 4 . Table 4 concludes that the data satisfies normality, heteroscedasticity, and autocorrelation tests. The author does not test for multicollinearity because it is not needed for a simple regression with one independent variable. A linearity test is not performed because Jensen (1968) had stipulated a linear model. Normality is detected when Asymp. Sig. (2-tailed) Kolmogorov-Smirnov Z in Table 4 is more than 0.05. Durbin-Watson values of between 1.446 and 2,554 (du < d < 4-du), as well as the Sig. (2-tailed) Runs tests greater than 0.05 proves that autocorrelation does not exist and the time-series data is randomly distributed. Finally, the absence of homoscedasticity is confirmed once the Sig Glejser exceeds 0.05 (Ghozali, 2009) . As soon as the classical assumptions test was fulfilled, the author ran the regression analysis using Table 5 . Note: The author tested stocks that met a combination of criteria, not one criterion individually as stipulated by Oppenheimer (1984) . Source: Data analysis. All the returns calculated above were monthly mean compound geometrical returns. As can be seen from Table 3 and Table 5 , when compared with the IHSG, the portfolios composed of stocks that met the criteria of Graham and Lynch had higher returns, except for stocks that met three of Graham's criteria in 2010. Note that the portfolio of criteria (1) and (6) provided excess returns which were significantly positive in 2012-2014, and which amounted to 0.48 percent per month or 5.92 percent per year and in 2010-2012 amounted to 3.29 percent per month or 47.55 percent per year. By using a combination of two criteria, the risk-adjusted returns of the portfolios were positive, meaning there were statistically significantly higher returns than the IHSG's returns during the study period.
In accordance with the portfolios composed of stocks meeting two of Graham's criteria, those of Lynch's criteria seemed to offer significantly better risk-adjusted returns than the IHSG's returns as well. The Lynch criteria portfolios were able to deliver significantly positive excess returns of 28.81 percent per year in 2010-2012 and 27.33 percent per year in 2012-2014. Table 5 shows that the performance volatility of Graham's portfolios are consistent with Oppenheimer's research. He mentioned that the performance of portfolios that met three criteria more often showed negative excess returns than portfolios that met only two criteria. Oppenheimer also revealed that since 1976, when Graham published his criteria, the portfolios performance tended to decline, although the portfolios more often provided positive excess returns than negative values, which were either statistically significant or not.
The author uses Sharpe's ratio, a widely used measure by portfolio managers, to confirm Jensen's performance. If the Sharpe's ratio of a January portfolio is positive, it means that the performance of a portfolio exceeds the benchmark risk-free investment. The greater the Sharpe's ratio is, the better, because the return of a portfolio is then greater than the risk-free rate and the standard deviation of that portfolio is low. However, the standard deviation is less relevant when the data experiences normality problems. Table 6 below shows the Sharpe's ratio of the portfolios along with a description of the normality status (see Table 6 ). Table 6 shows that Lynch's portfolio in 2010 provides the largest Sharpe's ratio, equal to 0.633 with the relevant normally-distributed returns. Likewise, the portfolios of two of Table 6 also shows the stability of a portfolio by comparing the standard deviation of a portfolio with that of the market. Generally, the standard deviations of the portfolios are greater than that of the IHSG, except for Lynch's portfolio in 2010. The movement of the portfolios, relative to the IHSG over the course of the study, can be seen in the following graphs: Figure 2 shows that the portfolios of Lynch's criteria tend to offer better returns especially at times when the IHSG falls into negative returns.
Of the three charts above, Figure 2 shows that the portfolio of the three criteria of Graham is more volatile than the portfolios formed by a combination of the other criteria. The high volatility is because of the low number of shares that met the three Graham's criteria requirements, which totalled only two stocks in 2010 and 13 shares in 2012. It seems that the increasingly complex criteria do not better the performance of the portfolios, because when more criteria are used, less and less stocks can 
Conclusions and Recommendations
The author concludes that an investor, who uses the combined criteria of Lynch during the study period, earns positive risk-adjusted returns, which are significantly by 28.81 percent per year in 2010-2012 and 27.33 percent per year in 2012-2014. During the research period, Lynch's portfolios provided high Sharpe's ratios, for instance in 2010-2012 the ratio was equal to 0.633. By using Lynch's criteria of small caps with debt to assets ratios of less than 25 percent, the author sees the good performance that the portfolios offer, thus the author suggests investors use Lynch's criteria to pick good stocks.
An investor who uses a combination of two of Graham's criteria also obtains significant positive risk-adjusted returns of 47.55 percent annually in 2010-2012 and 5.92 percent annually in 2012-2014. Like Lynch's portfolios, the portfolios formed by stocks that meet two of Graham's criteria also deliver fairly high Sharpe's ratios by 0.627 in 2010-2012 and 0.180 in 2012-2014 . Hence, the application of criteria (1) and (6) is strongly recommended.
However, an investor who uses a combination of three of Graham's criteria does not gain any significant and positive risk-adjusted returns. The more increasingly complex criteria do not make the performance of the portfolio better, because when more criteria are used, less and less stocks can meet the criteria, hence the portfolio becomes increasingly volatile and investors cannot enjoy the benefits from diversification. The volatility of the portfolio from three criteria is consistent with Oppenheimer, who showed in his research that the performance of portfolios that met three criteria more often demonstrated negative risk-adjusted returns than portfolios of only two criteria, although in general, Graham's portfolios provide positive riskadjusted returns more frequently than negative ones.
The author hopes that this article can offer confidence to investors in Indonesia's capital market by describing strategies that work, or not, but also enrich the literature in the field of investment. The author understands that she limited the study to only two of Lynch's criteria and only three of Graham's. To that end, in a further study, the author hopes to conduct testing of all the criteria with more diverse combinations of Lynch's and Graham's criteria.
The author notes that like Lynch's and Graham's portfolios, the portfolio of equally weighted stocks of all the shares on the IDX also offers higher returns than those of the IHSG. Therefore for future research, the author suggests a comparative study between these portfolios based on their performance over a longer study period.
Finally, the author recognizes that Lynch's criterion on small caps is actually more suited to conditions in the United States than in Indonesia, because of differences in company scales. To that end, the author hopes that further research can expand the research to observe the effect of modifications to Lynch's (or Graham's) criteria, on the performance of the portfolios.
